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General Information Letter: A Subchapter S corporation may file
composite returns on behalf of its nonresident individual sharehol ders
wi t hout obtaining prior approval fromthe Departnent of Revenue.

April 7, 2000
Dear :

This is in response to your letter dated March 13, 2000, in which you request a
ruling. The nature of your letter and the information you have provided require
that we respond with a General Information Letter (AL). A GL is designed to
provide general information, is not a statenment of Departnent policy and is not
bi nding on the Departnent. See 86 Ill. Adm Code 1200.120(b) and (c).

In your letter you have stated as foll ows:

W are witing on behalf of XXXXXXXXXXXXXXXXX ("“XXXXX") to request that
XXxxx be granted perm ssion to file a conposite incone tax return on behal f
of its non-resident shareholders for the 2000 tax year and subsequent tax
years.

XXXXX 1S an Xxxxx corporation which is treated as an S-corporation for
federal income tax purposes. The main operations and tax functions of xxxxx
are located in xxxxx, XXxX. XxXxX conducts operations in your state as well
as fourteen other states.

Currently, xxxxx has thirty-five sharehol ders, fourteen of the sharehol ders
are individuals and twenty-one are electing small business trusts. None of

the sharehol ders are Illinois residents.

Currently, twenty-one shareholders are Electing Small Business Trusts
(“ESBTs”). None of the beneficiaries, grantors or trustees of the ESBTs are
residents of Illinois. Under Internal Revenue Code Sec. 1361, ESBTs w ||

al ways be taxable on all of their income fromthe S-corporation whether the
income is distributed to the beneficiaries or not. The beneficiaries of the
ESBTs will never be taxed on the inconme from the S-corporation because the
ESBTs wil|l have already paid the tax on this inconme. Since your state adopts
federal incone as a starting point for state taxation, the state treatnent
of the ESBTs is the sane as for federal purposes. Therefore, we request that
the ESBTs be included in the conposite.

XXXXX apportions its taxable inconme anong the states where it conducts
business and allocates the taxable incone so apportioned anpbng its
shar ehol ders.

In order to sinplify the filing requirements of the sharehol ders of xxxxx we
respectfully request the follow ng rulings:

1. That xxxxx be granted pernmission to file a conposite Illinois return
for all of its shareholders, provided they neet other statutory and
regul atory requirenents, including the ESBTs.

2. That xxxxx be allowed to pay all of the tax associated with the
conmposite return, including estimted tax paynents where required.
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3. That those sharehol ders who are included in the conposite return and
have no other source of Illinois incone will not be required to
report their share of incone from Illinois on a separate return

filed with the state.

xxXxxx makes this request in order to elimnate the unnecessary expense and
effort to the state and shareholders of filing separate incone tax returns.

Benefits to your State

This proposal would benefit both the sharehol ders of xxxxx and the State of
Il1linois. The benefits to the State of Illinois would be as foll ows:

1. Reliable Paynment of Tax: Wth xxxxx filing a single conposite return
and paying the state income tax on behalf of the sharehol ders, the
state will receive its inconme tax in a lunp sumdirectly from xxxxx.
This paynment node will in effect be a w thholding of your state’s
incone tax for cash distributions being made to sharehol ders. This
wi |l guarantee the paynent of tax out of xxxxxxx earnings, and wl|l
save the state the expense of collecting this revenue from nunerous
i ndi vidual s and ESBTSs.

2. Proper Conpliance: By allowing a single conposite return, the state
is assured of receiving a tax return which covers each sharehol der

who receives income xxxxx [sic]. This will assure proper conpliance
with your states [sic] statutes, rules and regulations and the
reporting of all income sourced to your state.

3. Ease of Admi nistration: Under a conposite return filing, the state
will have one return to admnister, audit and review Wthout a
conmposite return, the state wll have thirty-five returns to
adm ni ster and audit. Mreover, these returns will be filed by
i ndi vidual s and ESBTs outside the State of Illinois.

In summary, xxxxx respectfully requests permission to file a conposite
Illinois income tax return for all of its sharehol ders.

RULI NG

Illinois Incone Tax Regul ations section 100.5100(a) states in pertinent part as
regards eligibility to be included in a conposite return as foll ows.

A conposite return may be filed on behalf of nonresident individuals,

trusts, and estates who derive incone from Illinois and who are ... S
corporation shareholders. Such conposite return may include inconme and tax
of Illinois residents if the petition described in subsection (c) of this

Regul ation is granted. The right to file a conposite return is applicable to
t axabl e years ending on or after Decenber 31, 1987.

Section 100.5100(e) of the Regul ati ons provides:

Nonr esi dent individuals, trusts, and estates with Illinois source income
other than from [an] ...S corporation ...may, but need not, be included in a
conmposite return. If such nonresidents are included in a conposite return

they will not be permitted to claimcredits on their individual returns for
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their share of the conposite tax paynments unless the authorized agent files
a petition with the Departnment of Revenue requesting permssion for the
nonresidents to claimsuch credit and the petition is granted.

Regul ati ons section 100.5110 states in pertinent part:

The filing of a conposite return shall nean that the ...S corporation ...is
the authorized agent of the individuals included in the return. As such, the
aut hori zed agent shall assune responsibility for all matters relating to the
composite return including the followng: filing the return, anended
returns, and requests for extension of tinme; the paynment of tax, penalty and
interest; assessnment and collection; receiving and responding to notices
from the Departnment of Revenue; and participating in the audit of the
return.

O her than the petitions required by Section 100.5100(c) and (e), the
aut hori zed agent does not have to notify the Departnent of Revenue that it
wi |l comence or cease the filing of a conposite return, nor does it have to
give notice of any change in the individuals who will be included in a
conmposite return for the next year

Regul ati ons section 100.5140 provides that estimted paynents shall be nmade on
the basis of the tax shown on the conposite return

Regul ati ons section 100.5120 states in relevant part:

Notwi t hstanding the assunption of liability of the authorized agent, the

persons included in a conposite return will continue to remain liable for
any unpaid liability attributable to themin their separate capacities. The
filing of a conposite return will be considered as a group of separate
returns which will neet the individual filing requirenents of the Illinois

I ncone Tax Act.

Based upon your representations, the above referenced provisions of the Illinois
Incone Tax Regulations plainly set forth the response to each of your requested
rulings. xxxxx may, wthout prior Departnent perm ssion, file a conposite return
on behalf of its nonresident trust and individual shareholders. xxxxx must pay
all of the tax related to the conposite return, including estimted tax paynents
where required. Those xxxxx sharehol ders w thout other Illinois source incone are
not required to file a separate Illinois inconme tax return

As stated above, this is a GL. Accordingly, it does not constitute a statemnent
of policy that applies, interprets or prescribes the tax laws, and it is not

binding on the Departnent. If you are not under audit and you wish to obtain a
bi nding Private Letter Ruling regarding your factual situation, please submt al
of the information set out in itens 1 through 8 of 2 Ill. Adm Code 1200.110(b).

Si ncerely,

Brian L. Stocker
Associ at e Counsel (Incone Tax)



